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December  31,  1972 

TO  THE  MEMBERS  OF  THE  FORTY-THIRD  LEGISLATIVE  ASSEMBLY 

This  third  biennial  report  of  the  legislative  auditor  is  submitted 
pursuant  to  the  provisions  of  Section  79-2308(6),  R.C.M.  1947.   The  report 
summarizes  the  statutory  provisions  concerning  the  legislative  audit  function, 
the  activities  of  the  Legislative  Audit  Committee  and  the  legislative  auditor 
for  the  past  two  years,  and  the  audit  policy  under  which  the  function  is 
administered . 

A  basic  purpose  of  the  legislative  audit  function  is  to  provide  an 
effective  fiscal  control  service  in  the  operation  of  Montana's  State  Govern- 
ment.  The  approach  involved  to  fulfill  this  objective  is  the  conduct  of 
examinations  and  evaluations  of  state  agency  activities,  programs,  and 
functions.   I  believe  a  high  quality  of  performance  has  been  achieved  by 
the  legislative  audit  function  in  meeting  this  basic  objective. 

The  real  measurement  of  the  legislative  audit  function's  performance 
is  the  effectiveness  with  which  we:   (1)  assist  the  Legislative  Assembly 
by  providing  pertinent,  independently  acquired  information  on  the  operations 
of  state  government,  and  (2)  make  constructive  recommendations  that  can 
significantly  Improve  the  operations  of  the  State  Government  and  are  feasible 
to  Implement  and  administer.   I  believe  the  accomplistunents  realized  to  date, 
and  potential  benefits  to  be  realized  based  upon  our  recommendations, 
Illustrate  that  the  legislative  audit  function  is  producing  favorable  resulus. 
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Savings  realized  from  audits  are  often  difficult  to  identify  in  terms 
of  dollars.   Moneys  that  are  either  collected  or  retained  by  the  state  that 
would  have  been  lost  due  to  Ineffective  controls,  inefficient  procedures, 
or  lack  of  adequate  information  had  the  audit  not  been  conducted,  are  the 
material  savings.  Although  such  savings  cannot  always  be  specifically 
identified,  we  believe  they  are  substantial,  as  illustrated  by  the  following 
examples  of  accomplishments. 

1.  In  our  audit  reports  on  the  Department  of  State  Lands  and 
the  Office  of  the  State  Treasurer,  we  illustrated  the  need 
for  a  centralized  investment  function  and  the  potential  for 
substantially  increased  interest  earnings.   A  central  in- 
vestment function  has  subsequently  been  established,  is 
maintaining  a  high  percentage  of  available  cash  invested, 
and  is  realizing  a  significantly  higher  rate  of  return 
than  before. 

2.  In  our  report  on  our  audit  of  the  State  Board  of  Equalization 
(now  the  Department  of  Revenue) ,  we  pointed  out  the  potential 
recovery  that  could  be  made  through  expansion  of  the  taxing 
agency's  field  audit  program.   The  department  has  now  expanded 
the  program  on  a  limited  basis  and  has  realized  a  high  re- 
covery rate.   Further  expansion  of  this  program  can  produce 
even  greater  returns. 

3.  Based  upon  a  recommendation  made  in  our  first  audit  report, 
the  State  Department  of  Administration  implemented  on  July  1, 
1972,  a  computerized  comprehensive  statewide  accounting  system. 
This  system  eliminates  the  need  for  maintenance  of  many  account- 
ing records  at  the  agency  level,  provides  for  increased  control 
and  accuracy,  and  establishes  a  central  source  of  financial 
information  on  a  uniform  basis. 

In  addition  to  some  of  the  more  material  examples  cited  above  where 

reduced  costs  or  increased  revenues  have  been  realized  based  upon  previous 

recommendations  of  the  legislative  auditor,  the  following  examples  cite 

instances  where  potential  reductions  in  cost  or  increased  collections  can 

be  realized  upon  implementation  of  our  recommendations. 

1.   Our  report  on  the  Department  of  Social  and  Rehabilitation 
Services  demonstrates  that  major  reductions  in  costs  can  be 
accomplished  through  improved  eligibility  determination  and 
medical  assistance  administration  practices.   The  report 
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also  illustrates  that  significant  recoveries  can  be  made 
by  implementing  effective  procedures  to  administer  relative 
responsibility  and  public  assistance  lien  laws  and  pursue 
third  party  liability  obligations. 

2.  One  of  our  audit  reports  on  the  Office  of  the  Superintendent 
of  Public  Instruction  shows  that  substantial  cost  reductions 
and  increased  earnings  by  school  districts  can  be  achieved 
by  utilizing  state  technical  assistance. 

3.  Improvements  can  be  made  in  the  state  liquor  merchandising 
system  that  will  result  in  substantial  cost  reductions  and 
reduction  in  inventory  levels. 

The  continued  excellent  cooperation  and  assistance  of  the  state  officials 
and  state  agency  personnel  with  whom  we  have  worked  has  made  our  task  less 
difficult  and  has  resulted  in  more  timely  improvements  in  the  state's 
financial  management  program  than  could  have  otherwise  been  achieved. 

As  was  the  case  in  prior  years,  a  prime  reason  for  the  success  of 
the  legislative  audit  program  over  the  last  two  years  has  been  the  interest 
in,  and  support  of,  the  program  by  the  Legislative  Audit  Committee.   I 
would  especially  like  to  express  my  gratitude  to  the  committee  members 
for  this. 

Respectfully  submitted, 

Morris  L.  Brusett 
Legislative  Auditor 
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LEGAL  BASIS  FOR  THE  LEGISLATIVE  AUDIT  PROGRAM 

The  1967  Legislative  Assembly  established  the  Legislative  Audit  Conunittee 
and  the  Office  of  the  Legislative  Auditor  by  the  enactment  into  law  of  the 
"Legislative  Audit  Act."  This  act  added  Chapter  23  to  Title  79,  of  the 
Revised  Codes  of  Montana,  1947,  and  is  reproduced  in  its  entirety  in  Ap- 
pendix E  of  this  report.   The  purpose  for  the  act  and  some  of  its  more  signi- 
ficant provisions  are  summarized  below. 
Legislative  Purpose 

The  Legislative  Audit  Act  states  the  purpose  of  the  legislative  audit 

function  as  follows: 

"Because  the  Legislative  Assembly  is  responsible  for  authoriz- 
ing the  expenditure  of  public  moneys,  designating  the  sources  from 
which  moneys  may  be  collected,  shaping  the  administration  to  perform 
the  work  of  state  government,  and  is  held  finally  accountable  for 
fiscal  policy,  the  Legislative  Assembly  should  also  be  responsible 
for  the  audit  of  fiscal  accounts  and  records  so  that  it  may  be  as- 
sured that  its  directives  have  been  faithfully  carried  out.   It  is 
the  intent  of  this  act  that  each  agency  of  state  government  be 
audited  for  the  purpose  of  furnishing  the  Legislative  Assembly 
with  factual  information  vital  to  the  discharge  of  its  legislative 
duties." 

Legislative  Audit  Committee 

The  Legislative  Audit  Committee  consists  of  four  members  of  the  Senate 
and  four  members  of  the  House  of  Representatives.   The  act  provides  that  the 
members  are  to  be  appointed  before  the  sixtieth  legislative  day  in  the  same 
manner  as  standing  committees  of  the  respective  houses  are  appointed.   A 
vacancy  on  the  committee  occurring  when  the  Legislative  Assembly  is  not  in 
session  shall  be  filled  by  the  selection  of  a  member  of  the  Legislative 
Assembly  by  the  remaining  members  of  the  committee.   The  committee  is  bi- 
partisan in  that  no  more  than  two  of  the  members  from  each  house  can  be 
members  of  the  same  political  party.   The  act  further  provides  that  member- 
ship on  the  committee  shall  terminate  with  the  termination  of  each  member's 
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term  of  office,  or  on  December  31  of  the  year  following  the  year  in  which 
the  appointment  was  made,  whichever  event  first  occurs.   The  committee  shall 
elect  one  of  its  members  as  chairman  and  such  other  officers  as  it  deems 
necessary. 

The  duties  and  responsibilities  of  the  committee  are  to  appoint  the 
legislative  auditor,  and  to  meet  once  each  quarter  to  advise  and  consult 
with  the  legislative  auditor. 
Legislative  Auditor 

The  legislative  auditor  is  solely  responsible  to  the  Legislative  Assembly. 
He  holds  office  for  a  term  of  two  years  beginning  with  July  1  of  each  odd 
numbered  year.   The  committee  may  remove  him  for  misfeasance,  malfeasance, 
or  nonfeasance  in  office  at  any  time  after  notice  and  hearing. 

The  primary  duties  of  the  legislative  auditor  are  to: 

(1)  Audit  the  financial  affairs  and  transactions  of  every  state 
agency  and  prepare  a  written  report  of  each  audit;  and 

(2)  Assist  the  Legislative  Assembly,  its  committees,  and  its 
members  by  gathering  and  analyzing  information  relating  to 
the  fiscal  affairs  of  state  government  during  legislative 
sessions. 

The  objectives  of  audits  of  state  agencies  conducted  by  the  legislative 

auditor  are  to  determine  whether: 

(1)  The  agency  is  carrying  out  only  those  activities  or  programs 
authorized  by  the  Legislative  Assembly  and  is  conducting  them 
efficiently  and  effectively. 

(2)  Expenditures  are  made  only  in  furtherance  of  authorized  activi- 
ties and  in  accordance  with  the  requirements  of  applicable  laws 
and  regulations. 

(3)  The  agency  collects  and  accounts  properly  for  all  revenues  and 
receipts  arising  from  its  activities. 

(4)  The  assets  of  the  agency  or  in  its  custody  are  adequately  safe- 
guarded and  controlled  and  utilized  in  an  efficient  manner. 
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(5)  Reports  and  financial  statements  by  the  agency  to  the  Governor, 
the  Legislative  Assembly,  and  central  control  agencies  disclose 
fully  the  nature  and  scope  of  the  activities  conducted,  and 
provide  a  proper  basis  for  evaluating  the  agency's  operations. 

The  reports  of  the  legislative  auditor  may  include  comments,  recom- 
mendations and  suggestions,  but  he  has  no  power  to  enforce  them  nor  other- 
wise influence  or  direct  executive  or  legislative  action. 

All  state  agencies  are  required  to  aid  and  assist  the  legislative 
auditor  in  the  auditing  of  books,  accounts  and  records.   The  legislative 
auditor  may  examine  at  any  time  all  records,  confidential  or  otherwise, 
of  a  state  agency;  however,  this  does  not  authorize  the  publication  of 
information  which  the  law  prohibits  publishing. 
Constitution 

In  June  1972,  the  electorate  of  Montana  adopted  a  new  State  Constitution. 

Included  in  Article  V  on  "The  Legislature"  is  the  following  provision  in 

Section  10(4) . 

"The  Legislature  shall  establish  a  legislative  post-audit 
committee  which  shall  supervise  post-auditing  duties  provided 
by  law." 

ACTIVITIES  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Membership  of  the  Committee 

The  following  senators  and  representatives  were  the  members  of  the 

Legislative  Audit  Committee  during  the  1971-72  interim. 

Senators  Representatives 

William  H.  Bertsche  Harold  E.  Gerke 

Eighteenth  District  Ninth  District 

William  R.  Mackay  Norris  Nichols 

Thirteenth  District  Twenty-fifth  District 

William  L.  Mathers  H.  0.  Worden 

Seventh  District  Twenty-sixth  District 

Cornie  R.  Thiessen  William  H.  Zimmer 

Third  District  Thirtieth  District 


-6- 


Senator  William  L.  Mathers  of  Miles  City  was  eloctod  rh;i  I  rman  ..i  t  lu> 
committee  for  the  1971-72  interim  at  its  meeting  on  March  10,  1971.   Kepn- 
sentative  Harold  E.  Gerke  of  Billings  was  elected  vice  chairman  and 
Senator  William  H.  Bertsche  of  Great  Falls  was  elected  secretary  of  the 
committee. 
Meetings  of  the  Committee 

The  Legislative  Audit  Committee  held  12  meetings  during  the  1971-72 
interim.  At  these  meetings,  the  committee  elected  its  officers,  re-estab- 
lished its  rules,  reappointed  the  legislative  auditor,  adopted  a  detail 
budget  and  received  financial  reports  of  the  legislative  auditor's  operations, 
approved  the  audit  program  of  the  legislative  auditor,  and  received  the 
audit  reports  of  the  legislative  auditor  and  replies  thereto  of  the  state 
agencies  affected  by  the  legislative  auditor's  recommendations. 
Committee  Rules 

At  its  meeting  on  March  10,  1971,  the  rules  of  the  committee  were  re- 
adopted  and  are  set  forth  in  Appendix  F  of  this  report. 
Legislation  Sponsored 

During  the  1971  legislative  session,  the  Legislative  Audit  Committee 
sponsored  several  bills  that  became  law  for  the  improvement  of  state  fiscal 
control  and  operations.   Among  these  legislative  enactments  which  were 
introduced  at  the  request  of  agency  officials  based  upon  recommendations 
of  the  legislative  auditor  were  the  following: 

1.  Senate  Bill  No.  213  -  Amended  statutes  to  provide  for  implemen- 
tation of  modified  accrual  basis  of  accounting. 

2.  Senate  Bill  No.  214  -  Amended  statutes  to  revise  duties  of  the 
Office  of  the  State  Treasurer. 

3.  Senate  Bill  No.  215  -  Provided  for  establishment  of  more  precise 
fiscal  controls  by  the  State  Department  of  Administration. 

4.  Senate  Bills  Nos.  222  and  328  -  Provided  for  transfer  of  admini- 
stration of  the  abandoned  property  and  escheated  estates  functions 
to  the  State  Department  of  Revenue. 
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5.  House  Bill  No.  380  -  Provided  for  counties  to  remit  inheritance 
tax  collections  to  the  state  on  a  monthly  basis. 

6.  House  Bill  No.  448  -  Clarified  statutes  relating  to  employees' 
vacation  allowances. 

7.  House  Bill  No.  449  -  Revised  method  of  letting  state  contracts. 

8.  Senate  Bill  No.  220  -  Provided  for  a  broader  basis  for  invest- 
ment of  state  moneys. 

The  legislative  auditor's  reports  issued  during  1971  and  1972  included 
recommendations  for  statutory  changes.   The  Legislative  Audit  Committee  has 
requested  the  applicable  state  agency  heads  to  submit  the  recommended  legis- 
lation for  introduction  before  the  Legislative  Assembly. 
Use  of  Public  Accounting  Firms'  Services 

In  order  to  achieve  more  timely  audits  of  state  activities  and  because 
of  limited  resources  available  to  the  Office  of  the  Legislative  Auditor, 
the  Legislative  Audit  Committee  made  an  evaluation  as  to  the  feasibility 
of  utilizing  the  services  of  public  accounting  firms  to  supplement  the 
work  of  the  legislative  auditor. 

The  coiranittee  concluded  that  their  services  could  be  utilized  under 
the  following  circumstances: 

1.  A  state  agency  head  wishes  an  audit,  the  legislative  auditor 
cannot  conduct  the  audit  because  of  other  established  priorities, 
but  the  agency  has  the  resources  and  agrees  to  pay  for  an  audit. 

2.  The  Legislative  Audit  Committee  selects  the  public  accounting 
firm  to  conduct  the  audit. 

3.  The  firm  is  requested  to  submit  a  proposal  as  to  the  audit 
scope  and  fee, 

4.  The  legislative  auditor  evaluates  the  proposal,  consults  with 
the  applicable  agency  head,  consults  with  the  firm's  management 
if  adjustments  are  necessary,  and  upon  agreement  of  the  three 
parties,  draws  up  a  contract  for  the  audit. 

5.  The  contract  provides  that  the  firm  will  conduct  the  audit  of 
the  agency  with  the  Legislative  Auditor's  Office  as  the  firm's 
L-lient  but  that  the  agency  will  pay  the  audit  fee  upon  approval 
of  the  fee  billing  by  the  legislative  auditor. 
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In  May  1972,  the  committee  selected  the  first  firms  to  conduct  audits 
under  the  above  arrangement.   As  of  December  1972,  five  audits  had  been 
conducted  and  reports  issued  utilizing  the  firms'  services,  and  two  such 
additional  audits  were  in  progress.   These  audits  are  identified  in  Appen- 
dices B  and  C.   For  the  most  part,  the  audits  are  of  the  traditional  finan- 
cial statement  verification/internal  control  review  nature  and  do  not  entail 
evaluations  of  program  effectiveness.   However,  these  first  few  audits 
have  accomplished  the  objective  of  obtaining  audit  coverage  on  a  more 
timely  basis  under  the  auspices  of  the  Legislative  Audit  Committee. 

AUDIT  POLICY 
General 

The  primary  function  of  the  Office  of  the  Legislative  Auditor  is  to 
assist  the  members  of  the  Legislative  Assembly  in  fulfilling  their  function. 
This  is  accomplished  through  our  audit  reports  on  state  activities  and  direct 
responses  to  legislative  requests  during  legislative  sessions,  in  addition 
to  providing  general  information  at  other  times. 

An  additional  important  objective  is  to  provide  information  that  will 
be  of  assistance  to  others  having  an  interest  in  the  operations  of  our  State 
Government.   Accordingly,  it  is  office  policy  that  our  audits  be  conducted 
in  a  professional  manner  and  that  our  reports  present  factual  comments  and 
that  our  recommendations  for  improvements  be  constructive  and  practical. 
Standards  for  Governmental  Auditing 

One  section  of  our  first  biennial  report  issued  in  December  1968,  dis- 
cussed "generally  accepted  auditing  standards."  As  we  pointed  out,  the  term 
is  used  to  mean  the  broad  standards  specified  by  the  American  Institute  of 
Certified  Public  Accountants  (A.I.C.P.A.)  and  widely  adopted  and  adhered 
to  by  the  public  accounting  profession. 
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In  another  section  of  that  same  report,  we  correlated  the  operations 
of  our  office  to  a  public  accounting  firm.  We  explained,  however,  that 
the  legislative  audit  program  is  usually  broader  in  scope  than  regular 
audits  conducted  by  public  accounting  firms.   Since  that  time,  our  audits 
have  moved  further  away  from  the  traditional  financial  audit  for  which 
the  audit  standards  developed  by  the  A.I.C.P.A.  were  designed. 

The  U.  S.  General  Accounting  Office,  which  provides  the  Congress  with 
an  independent  evaluation  of  the  performance  of  the  federal  departments 
and  agencies,  recently  issued  a  publication  dated  June  1972,  entitled 
"Standards  for  Audit  of  Governmental  Organizations,  Programs,  Activities 
&  Functions."  The  standards  contained  in  the  publication  were  developed 
based  upon  input  by  a  broad  representation  of  official  groups,  including 
federal  agencies,  state  and  local  governments,  the  A.I.C.P.A.,  and  American 
Accounting  Association. 

The  G.A.O.  report  points  out  that  the  following  basic  prjemises  underlie 

the  standards  and  were  considered  in  their  development. 

"1.   The  term  'audit'  may  be  used  to  describe  not  only  work  done 
by  accountants  in  examining  financial  reports  but  also  work 
done  in  reviewing  (a)  compliance  with  applicable  laws  and 
regulations,  (b)  efficiency  and  economy  of  operations,  and 
(c)  effectiveness  in  achieving  program  results. 

"2.   Public  office  carries  with  it  the  responsibility  to  apply 

resources  in  an  efficient,  economical,  and  effective  manner 
to  achieve  the  purposes  for  which  the  resources  were  fur- 
nished.  This  responsibility  applies  to  all  resources,  whether 
entrusted  to  the  public  officials  by  their  own  constituency 
or  by  other  levels  of  government. 

"3.   A  public  official  is  accountable  to  those  who  provide  the 
resources  he  uses  to  carry  out  governmental  programs.  He 
is  accountable  both  to  other  levels  of  government  for  the 
resources  such  levels  have  provided  and  to  the  electorate, 
the  ultimate  source  of  all  governmental  funds.   Consequently 
he  should  be  providing  appropriate  reports  to  those  to  whom 
he  Is  accountable.   Unless  legal  restrictions  or  other  valid 
reasons  prevent  him  from  doing  so,  the  auditor  should  make 
the  results  of  audits  available  to  other  levels  of  govern- 
ment that  have  supplied  resources  and  to  the  electorate. 
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"4.   Auditing  Is  an  important  part  of  the  accountability  process 
since  it  provides  independent  judgments  of  the  credibility 
of  public  officials'  statements  about  the  manner  in  which 
they  have  carried  out  their  responsibilities.   Auditing  also 
can  help  decisionmakers  Improve  the  efficiency,  economy  and 
effectiveness  of  governmental  operations  by  identifying  where 
improvements  are  needed. 

"5.   The  interests  of  individual  governments  in  many  financially 
assisted  programs  often  cannot  be  isolated  because  the  re- 
sources applied  have  been  commingled.  Different  levels  of 
government  share  common  interests  in  many  programs.   There- 
fore an  audit  should  be  designed  to  satisfy  both  the  common 
and  discrete  accountability  interests  of  each  contributing 
government . 

"6.   Cooperation  by  Federal,  State,  and  local  governments  in 
auditing  programs  of  common  interest  with  a  minimum  of 
duplication  is  of  mutual  benefit  to  all  concerned  and  is 
a  practical  method  of  auditing  Intergovernmental  operations. 

"7;   Auditors  may  rely  upon  the  work  of  auditors  at  other  levels 

of  government  if  they  satisfy  themselves  as  to  the  other 

auditors'  capabilities  by  appropriate  tests  of  their  work 
or  by  other  acceptable  methods." 

The  standards  promulgated  in  the  report  are  as  follows: 

General  Standards 

1.  The  full  scope  of  an  audit  of  a  governmental  program,  function, 
activity,  or  organization  should  encompass: 

a.  An  examination  of  financial  transactions,  accounts, 
and  reports,  including  an  evaluation  of  compliance 
with  applicable  laws  and  regulations. 

b.  A  review  of  efficiency  and  economy  in  the  use  of 
resources. 

c.  A  review  to  determine  whether  desired  results  are 
effectively  achieved. 

In  determining  the  scope  for  a  particular  audit,  responsible 
officials  should  give  consideration  to  the  needs  of  the 
potential  users  of  the  results  of  that  audit. 

2.  The  auditors  assigned  to  perform  the  audit  must  collectively 
possess  adequate  professional  proficiency  for  the  tasks 
required . 

3.  In  all  matters  relating  to  the  audit  work,  the  audit  organiza- 
tion and  the  individual  auditors  shall  maintain  an  independent 
attitude. 

A.   Due  professional  care  is  to  be  used  in  conducting  the  audit 
and  in  preparing  related  reports. 


Examination  and  Evaluation  Standards 

1.  Work  Is  to  be  adequately  planned. 

2.  Assistants  are  to  be  properly  supervised. 

3.  A  review  is  to  be  made  of  compliance  with  legal  and 
regulatory  requirements. 

4.  An  evaluation  is  to  be  made  of  the  system  of  internal 
control  to  assess  the  extent  it  can  be  relied  upon  to 
ensure  accurate  information,  to  ensure  compliance  with 
laws  and  regulations,  and  to  provide  for  efficient  and 
effective  operations. 

5.  Sufficient,  competent,  and  relevant  evidence  is  to  be 
obtained  to  afford  a  reasonable  basis  for  the  auditor's 
opinions,  judgments,  conclusions,  and  recommendations. 

Reporting  Standards 

1.  Written  audit  reports  are  to  be  submitted  to  the  appropriate 
officials  of  the  organizations  requiring  or  arranging  for 
the  audits.   Copies  of  the  reports  should  be  sent  to  other 
officials  who  may  be  responsible  for  taking  action  on  audit 
findings  and  recommendations  and  to  others  responsible  or 
authorized  to  receive  such  reports.  Copies  should  also  be 
made  available  for  public  inspection. 

2.  Reports  are  to  be  issued  on  or  before  the  dates  specified 
by  law,  regulation,  or  other  arrangement  and,  in  any  event, 
as  promptly  as  possible  so  as  to  make  the  information  avail- 
able for  timely  use  by  management  and  by  legislative  officials. 

3.  Each  report  shall: 

a.  Be  as  concise  as  possible  but,  at  the  same  time,  clear 
and  complete  enough  to  be  understood  by  the  users. 

b.  Present  factual  matter  accurately,  completely,  and 
fairly. 

c.  Present  findings  and  conclusions  objectively  and  in 
language  as  clear  and  simple  as  the  subject  matter 
permits. 

d.  Include  only  factual  information,  findings,  and  con- 
clusions that  are  adequately  supported  by  enough 
evidence  in  the  auditor's  working  papers  to  demonstrate 
or  prove,  when  called  upon,  the  bases  for  the  matters 
reported  and  their  correctness  and  reasonableness. 
Ot'talltui  supporting  information  should  be  included 

In  I  hi'  report  to  tlie  extent  necessary  to  make  a 
convtnclug  presentation. 
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e.  Include,  when  possible,  the  auditor's  recommendations 
for  actions  to  effect  improvements  in  problem  areas 
noted  in  his  audit  and  to  otherwise  make  Improvements 
in  operations.   Information  on  underlying  causes  of 
problems  reported  should  be  included  to  assist  in 
implementing  or  devising  corrective  actions. 

f.  Place  primary  emphasis  on  improvement  rather  than  on 
criticism  of  the  past;  critical  comments  should  be 
presented  in  balanced  perspective,  recognizing  any 
unusual  difficulties  or  circumstances  faced  by  the 
operating  officials  concerned. 

g.  Identify  and  explain  issues  and  questions  needing 
further  study  and  consideration  by  the  auditor  or 
others. 

h.   Include  recognition  of  noteworthy  accomplishments, 
particularly  when  management  improvments  in  one 
program  or  activity  may  be  applicable  elsewhere. 

i.   Include  recognition  of  the  views  of  responsible 
officials  of  the  organization,  program,  function, 
or  activity  audited  on  the  auditor's  findings,  con- 
clusions, and  recommendations.   Except  where  the 
possibility  of  fraud  or  other  compelling  reason  may 
require  different  treatment,  the  auditor's  tentative 
findings  and  conclusions  should  be  reviewed  with 
such  officials.   When  possible,  without  undue  delay, 
their  views  should  be  obtained  in  writing  and  objectively 
considered  and  presented  in  preparing  the  final  report. 

j.  Clearly  explain  the  scope  and  objectives  of  the  audit. 

k.   State  whether  any  significant  pertinent  information 
has  been  omitted  because  it  is  deemed  privileged  or 
confidential.   The  nature  of  such  information  should 
be  described,  and  the  law  or  other  basis  under  which 
it  is  withheld  should  be  stated. 

4.   Each  audit  report  containing  financial  reports  shall: 

a.  Contain  an  expression  of  the  auditor's  opinion  on 
whether  the  information  contained  in  the  financial 
reports  is  presented  fairly.   If  the  auditor  cannot 
express  an  opinion,  the  reasons  therefor  should  be 
stated  in  the  audit  report. 

b.  State  whether  the  financial  reports  have  been  prepared 
in  accordance  with  generally  accepted  or  prescribed 
accounting  principles  applicable  to  the  organization, 
program,  function,  or  activity  audited  and  on  a  con- 
sistent basis  from  one  period  to  the  next.  Material 
changes  in  accounting  policies  and  procedures  and  their 
effect  on  the  financial  reports  are  to  be  explained  in 
the  audit  report. 
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c.   Contain  appropriate  supplementary  explanatory 
Information  about  the  contents  of  the  financial 
reports  as  may  be  necessary  for  full  and  informa- 
tive disclosure  about  the  financial  operations  of 
the  organization,  program,  function,  or  activity 
audited.  Violations  of  legal  or  other  regulatory 
requirements,  including  instances  of  noncompliance, 
shall  be  explained  in  the  audit  report. 

Although  the  audit  standards  were  only  recently  developed,  we  believe 
that  our  audits  are  conducted  in  basic  accordance  with  the  standards.   In 
future  reports  issued  by  our  office,  reference  to  "generally  accepted 
governmental  auditing  standards"  will  refer  to  the  above  standards. 
Reporting  Practices 

The  Legislative  Audit  Committee  has  adopted  the  following  steps  to  be 
followed  by  the  legislative  auditor  and  the  committee  in  reporting  upon  the 
results  of  each  agency  audit. 

Legislative  Auditor 

1.  Perform  the  audit. 

2.  Discuss  the  findings  and  recommendations  with  appropriate 
administrative  officials. 

3.  Prepare  the  report  and  address  it  to  the  Legislative  Audit 

Committee. 

4.  Send  a  copy  of  the  report  to  each  member  of  the  committee. 
Legislative  Audit  Committee 

1.  Discuss  the  report  at  the  next  committee  meeting. 

2.  Release  the  report  to  the  agency  with  a  request  to  the  head  of 
the  agency  that  he  reply  to  the  recommendations  indicating  what 
action  he  has  taken  or  intends  to  take  thereon.   The  agency  head 
is  also  invited  to  attend  the  committee's  next  meeting  if  he 
wishes  to  discuss  any  phase  of  the  report  or  his  reply  with  the 
committee. 

Once  an  agency  has  been  audited,  the  legislative  auditor  will,  at  the 

time  of  the  next  audit  of  the  agency,  follow  up  on  the  recommendations  to 

determine  what  action  has  been  taken  and  reevaluate  any  recommendations 

with  which  the  agency  might  not  agree.   On  occasion,  the  committee  has 
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directed  the  legislative  auditor  to  make  these  followup  evaluations  prior 
to  the  time  of  the  next  audit. 

By  statute,  reports  of  the  legislative  auditor  are  distributed  to  the 
agency  audited,  the  state  controller,  and  the  Legislative  Council,  in 
addition  to  the  members  of  the  Legislative  Audit  Committee.   Copies  are 
also  provided  the  governor  and  attorney  general  for  any  action  they  believe 
appropriate.   Copies  of  the  more  significant  audit  reports  of  the  legislative 
auditor  are  forwarded  to  the  leadership  of  both  houses  of  the  legislature 
and  members  of  the  legislative  finance  committees.   Copies  of  the  reports 
are  available  to  any  member  of  the  Legislative  Assembly  or  other  interested 
parties  upon  request. 
Staff  Recruitment  and  Training 

As  pointed  out  in  the  legislative  auditor's  first  biennial  report,  the 
effectiveness  of  Montana's  legislative  audit  function  as  envisioned  in  its 
creating  act,  depends  to  a  very  large  extent  upon  the  quality  of  personnel 
comprising  the  legislative  auditor's  staff.   The  following  minimum  qualifi- 
cations have  been  adopted  for  a  position  on  the  legislative  audit  staff. 

A  bachelor's  degree  or  higher,  with  a  major  in  accounting  or 
an  allied  field  from  a  recognized  college  or  university. 
A  candidate  without  a  bachelor's  degree  may  be  accepted 
if  he  has  demonstrated  by  previous  auditing  experience 
that  he  is  qualified  for  a  staff  position; 

The  ability  to  work  with  others  on  a  professional  plane; 

A  high  degree  of  personal  integrity;  and 

An  unusual  amount  of  curiosity,  industry,  perseverance, 
and  resourcefulness. 

In  addition  to  these  basic  requirements,  staff  auditors  are  encouraged  to 

take  and  pass  the  certified  public  accountant  examination. 
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ACTIVITIES  OF  THE  LEGISLATIVE  AUDITOR 
General 

The  basic  function  of  the  office  is  to  perform  audits  of  state  activi- 
ties.  However,  the  Legislative  Audit  Act  provides  for  the  office  to  assist 
the  Legislative  Assembly  during  legislative  sessions.  During  the  1971  session, 
twenty-four  specific  requests  for  financial  analyses  and  related  information 
were  formally  answered  in  addition  to  several  instances  where  information 
was  informally  provided.  This  work  included  substantial  analysis  work  for 
the  finance  committees'  joint  subcommittee  on  education. 

During  the  State  Constitutional  Convention  held  in  early  1972,  the 
legislative  auditor  provided  information  and  appeared  before  some  of  the 
convention  committees,  at  their  request,  to  answer  questions  concerning  the 
operations  of  our  office  and  other  functions  of  the  State  Government. 

In  accordance  with  the  directives  of  the  Legislative  Audit  Committee, 
our  audit  emphasis  has  continued  to  be  placed  on  auditing  several  of  the 
larger  state  agencies.   The  more  significant  in  terms  of  money  administered 
that  were  audited  directly  by  the  Legislative  Auditor's  Office  during  the 
last  two  years  are  the  Department  of  Social  and  Rehabilitation  Services  and 
the  Office  of  the  Superintendent  of  Public  Instruction.   Two  of  the  larger 
agencies  audited  by  public  accounting  firms  under  contract  with  the  Legis- 
lative Auditor's  Office  are  the  Department  of  Highways  and  the  Liquor  Division 
of  the  Department  of  Revenue. 

A  significant  amount  of  staff  time  was  utilized  during  1972  on  the 
audit  of  the  student  financial  assistance  programs  at  the  University  of 
Montana.   We  have  not  completed  our  report  on  this  audit  as  yet. 
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The  legislative  auditor  and  deputy  legislative  auditor  have  continued 
to  devote  a  considerable  amount  of  time  consulting  with  state  officials 
discussing  statewide  accounting  needs  and  supplying  advice  regarding  fiscal 
matters  in  reply  to  requests  from  agency  personnel.   In  addition,  some 
financial  Information  has  been  supplied  Individual  legislators  at  their 
request  In  accordance  with  the  rules  of  the  Legislative  Audit  Committee. 

The  legislative  auditor  is  an  active  member  of  a  group  of  state  legis- 
lative auditors  comprising  a  section  of  the  National  Legislative  Conference. 
One  feature  of  this  group  is  the  exchange  of  audit  reports  and  other  perti- 
nent Information,  which  facilitates  comparisons  of  the  other  states'  various 
programs  as  well  as  their  audit  activities  with  Montana's.   At  the  annual 
meeting  of  the  conference  in  1972,  the  legislative  auditor  conducted  an 
audit  workshop  on  communication  with  the  legislature.   The  chairman  of 
Montana's  Legislative  Audit  Committee  was  present  to  give  input  from  the 
legislature's  view. 
Audit  Staff 

The  legislative  audit  program  in  Montana  was  launched  in  1967.   The 
legislative  auditor  was  appointed  in  July  1967,  the  deputy  legislative 
auditor  in  April  1968,  and  one  staff  auditor  was  employed  in  June  1968. 
The  majority  of  the  staff  members  were  employed  during  the  period  August  1969 
February  1970.   One  additional  staff  member  was  employed  in  August  1971. 
Three  staff  members  left  the  office  in  1971,  but  the  staff  has  remained 
Intact  since  August  1971. 

The  members'  backgrounds  include  a  variety  of  experience,  such  as 
work  for  the  U.  S.  General  Accounting  Office  (Congress'  legislative  audit 
function).  Certified  Public  Accounting  firms,  and  other  federal  agencies 
such  as  the  Defense  Contract  Audit  Agency  and  the  Internal  Revenue  Service. 
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Ten  of  the  fourteen  professional  personnel  in  the  office  were  reared 
in  Montana.   All  are  college  graduates,  most  from  Montana  universities. 
Six  are  Certified  Public  Accountants.   The  average  age  of  the  staff  members 
is  32.  We  believe  our  audit  staff  is  a  very  capable  group. 

A  complete  list  of  the  office's  personnel  appears  in  Appendix  A. 
Office  Space 

The  Office  of  the  Legislative  Auditor  is  located  in  Room  140  of  the 
State  Capitol  in  Helena. 
Audits  of  State  Agencies 

Appendix  B  of  this  report  presents  a  list  of  the  audit  reports  issued 
by  the  Office  of  the  Legislative  Auditor  during  1971  and  1972.   Copies  of 
these  reports  are  available  upon  request.  Appendix  D  lists  a  summary  of 
the  more  significant  recommendations  contained  in  each  of  the  audit  reports 
issued.   Appendix  C  lists  the  audit  assignments  in  progress  as  of  December  31, 
1972. 
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APPENDIX  A 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

ROSTER  OF  EMPLOYEES 

December  31,  1972 


Legislative  Auditor  -  Morris  L.  Brusett 
Deputy  Legislative  Auditor  -  G.  Dean  Reed 

Audit  Managers : 

Joseph  J.  Calnan 
Laury  M.  Lewis 
James  J.  Murphy 

Audit  Staff: 

Charles  D.  Avery 
Donald  E.  Bentson 
Donald  E.  Buel 
D.  John  Donwen 
Edward  L.  McKnight 
C.  Ronald  Smith 
Rudolph  T.  Stock 
Terry  A.  Whitaker 
James  D.  Williams 

Office  Staff: 

Mrs.  Eleanor  Eck 


Employed 
July  1967 
April  1968 

December  1969 
September  1969 
February  1970 

July  1971 
November  1969 
June  1971 
August  1969 
June  1971 
September  1969 
June  1968 
August  1971 
September  1969 

June  1970 
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APPENDIX  B 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
REPORTS  ISSUED  DURING  1971  AND  1972 


Report 
Date 


Nimber 
Number  Recom- 
Pages  mendatlont 


Elected  Officials 

Office  of  the  Superintendent  of  Public  Instruction: 
Participation  of  State  Institutional  Schools  in 
Federal  Education  Grants 

State  Financial  Assistance  for  Elementary 
and  Secondary  Education 

State  Technical  Assistance  to  School  Districts 

Internal  Administration 

Office  of  the  State  Auditor: 
Board  of  Hail  Insurance 

Administration 

Physical  Count  and  Accountability  of  State 
Investments  in  Securities,  October  31,  1971 

Department  of  Administration: 

Public  Employees'  Retirement  Division* 

Agriculture 

Department  of  Agriculture 

Business  Regulation 

Board  of  Food  Distributors 

Institutions 

Reimbursements  Program 

Education 

Library  Commission 

Northern  Montana  College* 

Montana  State  University: 

Grant  for  Development  of  Uniform  Accounting 
Systems  for  Cities  and  Towns  in  Montana 


October  1972 

19 

10 

December  1972 

32 

10 

December  1972 

35 

15 

December  1972 

50 

36 

September  1971  23 


December  1971   25 


October  1972 


45 


December  1971   70 


September  1971  27 


October  1972 

June  1971 
October  1972 


34 

17 
72 


11 

15 
16 

47 

16 

29 

5 
20 


December  1972   21 
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APPENDIX  B  (Continued) 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
REPORTS  ISSUED  DURING  1971  AND  1972 


Highways 

Department  of  Highways* 

Intergovernmental  Relations 

Office  of  the  Coordinator  of  Indian  Affairs 

State  Economic  Opportunity  Office 

Law  Enforcement  and  Public  Safety 

Board  of  Crime  Control* 

Natural  Resources  and  Conservation 

Water  Resources  Board 

Council  on  Natural  Resources  and  Development 

Professional  and  Occupational  Licensing 

Real  Estate  Commission 

Board  of  Nursing 

Horse  Racing  Commission 

Board  of  Medical  Doctors 

Revenue 

Department  of  Revenue: 

Followup  Review  to  Determine  Status  of 
Implementation  of  Recommendations  Made  in 
July  1969  Audit  Reports  on  The  State  Board 
Of  Equalization 

Liquor  Division* 

Social  and  Rehabilitation  Services 

Department  of  Social  and  Rehabilitation  Services 


*  Audits  conducted  by  Public  Accounting  Firms  under  Contract  with  the 
Office  of  the  Legislative  Auditor. 


Number 


Report     Number 
Date      Pages 

Recom- 
mendations 

December  1972 

33 

9 

July  1971 

11 

1 

May  1971 

12 

~ 

October  1972 

42 

10 

September  1971 

90 

71 

December  1971 

29 

5 

June  1971 

37 

24 

May  1971 

21 

14 

December  1971 

29 

22 

October  1972 

33 

13 

October  1972 

27 

31 

October  1972 

83 

43 

May  1972 

236 

116 
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APPENDIX  C 

OFFICE  OF  THE  LEGISLATIVE  AUDITOR 
AUDITS  IN  PROGRESS  AT  DECEMBER  31.  1972 

Elected  Officials 

Office  of  the  State  Auditor 

Administration 

Purchasing  Division 

Investments  Division* 

Education 

University  of  Montana,  Financial  Assistance  Programs 

Intergovernmental  Relations 

Economic  Opportunity  Division* 

Health  and  Environmental  Sciences 

Department  of  Health  and  Environmental  Sciences 

Business  Regulation 

Department  of  Business  Regulation 


*  Audits  being  conducted  by  Public  Accounting  Firms  under  Contract  with 
the  Office  of  the  Legislative  Auditor. 
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APPENDIX  D 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

SUMMARY  OF  MAJOR  RECOMMENDATIONS 

MADE  DURING  1971  AND  1972 


OFFICE  OF  THE  SUPERINTENDENT  OF  PUBLIC  INSTRUCTION 

1.  Re-examine  the  eligibility  of  state  institutional  schools  for 
participation  in  federal  food  service  programs  administered  by 
the  Superintendent's  Office. 

2.  Accomplish  the  steps  necessary  to  establish  the  eligibility  of 
those  state  institutional  schools  which  qualify. 

3.  Consult  with  the  State  Department  of  Institutions  to  assume  admini- 
strative control  of  the  federal  school  milk  programs  at  the  state 
institutions,  and  insure  that  federal  milk  reimbursements  are 
sought  and  properly  allocated. 

4.  Initiate  the  measures  necessary  to  insure  the  state  is  properly 
reimbursed  for  the  cost  of  school  breakfast  and  lunch  programs. 

5.  Include  the  state  institutional  schools,  upon  determination  of 
eligibility,  in  the  school  food  services  commodity  distribution 
program. 

6.  Consider  the  state  institutional  schools  under  the  food-related 
(non-food  service)  equipment  program. 

7.  Devise,  in  coordination  with  the  State  Department  of  Institutions, 
a  system  to  insure  that  institutional  schools'  officials  are  kept 
informed  of  the  potential  equipment  and  material  reimbursements 
available  under  the  NDEA  Title  III  program. 

8.  Establish  followup  procedures  to  assure  that  appropriate  officials 
of  all  public  schools  are  aware  of  the  resources  available  through 
the  NDEA  Title  III  program. 

Consult  with  the  State  Department  of  Institutions  to: 

9.  Determine  the  extent  to  which  the  state  institutional 
schools  are  eligible  for  other  federal  programs  admini- 
stered by  the  Superintendent's  Office. 

10.       Develop  a  system  to  exchange  information  relative  to 
their  respective  programs  to  insure  that  the  state 
derives  the  optimum  benefits  available  from  federal 
education  assistance  programs. 


-23- 


APPENDIX  D  (Continued) 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

SUMMARY  OF  MAJOR  RECOMMENDATIONS 

MADE  DURING  1971  AND  1972 


11.  Seek  the  legislation  necessary  to  have  interest  and  income 
money  distributed  on  the  same  basis  as  state  equalization  aid 
moneys. 

12.  Develop  guidelines,  criteria,  comparative  techniques,  and 
standard  forms  for  the  analysis  of  pupil  transportation 
alternatives. 

13.  Seek  a  policy  determination  from  the  State  Board  of  Education 
to  provide  that  school  districts  periodically  evaluate  their 
pupil  transportation  programs  in  terms  of  the  alternatives. 

14.  Develop  a  schedule  for  promulgation  by  the  State  Board  of  Education 
which  establishes  mandatory  criteria  for  providing  isolation  payments. 

15.  Implement  a  systematic  review  and  evaluation  of  the  contracts 
submitted  by  the  school  districts  to  assure  that  the  isolation 
criteria  is  being  followed. 

16.  Consider  requesting  legislation  to  establish  a  school  district 
investment  pool  under  the  State  Uniform  Investment  Program  and 
establish  the  necessary  procedures  to  include  all  school  districts' 
surplus  cash  in  the  program. 

17 .  Seek  any  needed  legislation  to  permit  the  implementation  of  a 
system  of  state  assistance  for  debt  management  to  school  districts 
and  implement  such  a  system. 

18.  Request  any  needed  legislation  to  permit  school  districts  to  utilize 
the  centralized  state  purchasing  function  and  coordinate  such  pur- 
chases with  the  school  districts  and  the  State  Department  of  Admini- 
stration. 

19.  Develop  a  system  of  providing  assistance  to  school  districts  in 
identifying  and  obtaining  property  and  liability  insurance. 

20.  Provide  guidelines  to  school  districts  for  determining  the  extent 
of  fidelity  bond  coverage  necessary. 

21.  Explore  and  implement,  if  feasible,  a  statewide  fidelity  bond 
covering  the  appropriate  employees  and  officials  of  all  school 
districts. 

22.  Identify  other  areas  where  administrative  and  technical  services 
can  be  provided  to  school  districts  by  the  state  and  devise  the 
procedures  necessary  to  deliver  these  services. 
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23.  Deposit  all  moneys  to  the  proper  fund  in  the  state  treasury. 

24.  Establish  a  central  billing  and  cash  receipt  section  within 
the  central  accounting  office. 

25.  Centralize  all  recordkeeping  and  accounting  functions  for 
federal  programs. 

26.  The  State  Department  of  Administration  survey  the  data  processing 
operations  of  the  State  Superintendent's  Office  and  establish  a 
system  to  monitor  the  data  processing  operations  and  needs  of  this 
office. 

27.  Investigate  the  possibility  of  additional  internal  uses  of  the 
office's  computer  and  the  possibility  of  providing  more  extensive 
data  processing  services  to  schools. 

28.  Establish  vehicle  records  which  show  vehicle  utilization  as  well 
as  vehicle  maintenance  and  operation  costs. 

29.  Confer  with  the  State  Department  of  Administration  and  State  Auditor 
to  place  the  payroll  on  the  central  payroll  system. 

30.  Evaluate,  in  conjunction  with  the  State  Department  of  Administration, 
the  feasibility  of  transferring  the  Superintendent's  multilith  service 
to  the  central  duplicating  service  unit  of  the  Department  of  Admini- 
stration. 

31.  The  State  Department  of  Administration  undertake  a  program  to 
centralize  records  retention  service  for  all  state  executive 
branch  agencies. 

BOARD  OF  HAIL  INSURANCE 

1.  Revise  procedures  to  retain  premium  offsets  in  the  state  treasury 
and  notify  county  treasurers  by  letter. 

2.  Review  the  workload  of  employees  and  assign  additional  duties 
where  applicable. 

3.  Expand  efforts  to  inform  Montana  farmers  of  the  benefits  of  state 
hail  insurance. 

4.  Contact  the  state  data  processing  division  for  advice  on  the 
feasibility  of  using  data  processing  equipment. 
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5.   Seek  legislation  to  delete  or  amend  Section  82-1515,  R.C.M.  1947, 
requiring  the  board  to  hire  three  adjusters  in  each  qounty. 

PHYSICAL  COUNT  AND  ACCOUNTABILITY  OF  STATE  INVESTMENTS 

1.  Inquire  into  the  federal  requirements  governing  custody  and  control 
of  State  Employment  Security  Commission  trust  moneys,  and  assume 
control  or  document  record. 

2.  Formulate  a  plan  to  assume  the  investment  duties  of  the  University 
System. 

3.  Require  depositories  to  fully  identify  securities  held  in  safekeeping, 

4.  Seek  legal  clarification  of  Section  79-201,  R.C.M.  1947,  as  it  per- 
tains to  custody  of  securities  and  use  the  safekeeping  receipt 
procedure  to  the  most  practicable  extent. 

5.  Explore  the  feasibility  of  servicing  state-owned  mortgage  investments. 

6.  Segregate  duties  associated  with  custodianship  of  securitl^es  and 
recording  of  investments. 

7.  Discontinue  the  preparation  and  issuance  of  treasury  Journal  vouchers, 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 

1.  Increase  effort  in  computerization  of  member  accounts. 

2.  Assist  the  Investment  Division  in  a  feasibility  study  of  servicing 
mortgages. 

3.  Segregate  functions  involved  in  receiving  and  recording  of  retirement 
contributions . 

4 .  Improve  the  f ollowup  system  for  investment  interest . 

5.  Make  a  feasibility  study  to  determine  the  necessity  for  audit  of 
employer  reports. 

6.  Establish  strict  control  procedures  on  dormant  member  accounts. 

7.  Obtain  an  opinion  from  the  Attorney  General  to  determine  proper 
disposition  of  prior  excessive  benefit  payments. 
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8.  Establish  control  and  maintain  adequate  records  for  fixed  assets. 

9.  Develop  a  more  accurate  method  for  allocating  administrative 
costs. 

10.  Reconcile  agency  balances  with  the  general  ledger  quarterly  and 
make  adjustments  on  a  timely  basis. 

DEPARTMENT  OF  AGRICULTURE 

1.  Centralize  accounting  services  and  basic  accounting  records  within 
the  administrative  services  division. 

2.  Realign  the  duties  of  receiving  and  opening  mail  to  exclude  employees 
who  have  access  to  or  control  over  fiscal  records. 

3.  Review  and  reconcile  mail  receipts  to  the  final  deposit  in  the  state 
treasury. 

4.  Make  more  frequent  deposits  in  the  state  treasury  or  state  treasurer 
accounts  in  outlying  banks. 

5.  Deposit  all  collections  of  an  uncertain  nature  in  a  clearance  account 
pending  final  disposition. 

6.  Identify  and  allocate  reimbursable  program  costs  to  the  appropriate 
source  of  financing. 

7.  Establish  written  agreements  for  the  lease  or  rental  of  privately 
owned  office  space. 

8.  Deposit  in  the  General  Fund  all  revenues  generated  by  the  dairy 
and  egg  and  weights  and  measures  divisions. 

9.  Establish  written  policies  and  procedures  governing  the  various 
divisions. 

10.  Revise  feed  and  fertilizer  division  licensing  procedures  to  provide 
for  mailing  of  license  applications  and  fees  directly  to  Helena. 

11.  Revise  the  program  of  weights  and  measures  regulation  to  provide 
for  annual  licensing  of  weighing  and  measuring  devices. 

12.  Evaluate  the  need  for  a  large  full-time  staff  in  the  grain  laboratory 
division. 
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13.  Investigate  the  feasibility  of  using  data  processing  equipment 
in  the  printing,  issuance,  and  control  of  licenses. 

14.  Review  statutory  responsibilities  and  evaluate  the  need  for 
inspection  of  nursery  stock  and  nurseries. 

15.  Enforce  statutory  responsibilities  with  respect  to  inspection 
of  fruit  and  produce. 

16.  Enforce  statutory  provisions  of  Section  3-1002,  R.C.M.  1947,  or 
seek  amendatory  legislation. 

17 .  Evaluate  the  necessity  for  departmental  inspections  of  produce 
and  consult  with  the  State  Department  of  Health  so  as  to  preclude 
duplication  of  effort. 

18.  Review  statutory  duties  and  responsibilities  as  they  relate  to 
current  operations  and  seek  amendatory  or  repealing  legislation 
where  appropriate. 

19.  Implement  the  property  control  procedures  prescribed  in  M^nag^aent 
Memo  No.  70-17. 

20.  Establish  formal  accounting  records  to  account  for  assets  of  the 
Montana  rural  rehabilitation  program. 

BOARD  OF  FOOD  DISTRIBUTORS 

1.  Institute  more  effective  controls  over  license  fees. 

2.  Consult  with  state  controller  and  state  treasurer  to  ascertain 
forms  and  procedures  necessary  to  deposit  directly  in  state 
treasurer  accounts. 

3.  Devise  and  use  a  system  of  time  and  attendance  records. 

4.  Comply  with  Management  Memo  70-17  relative  to  control  and  recording 
of  assets. 

5.  Consolidate  the  location  of  the  board's  office  and  secretary  by 
relocating  the  secretary  to  Helena. 

6.  Review  the  requirements  of  Chapter  2,  Title  70,  R.C.M.  1947,  and 
determine  whether  the  requirements  of  this  chapter  are  currently 
realistic  and  necessary. 
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7.  Seek,  legislation  to  repeal  the  statutes,  transfer  the  stipulated 
duties  to  the  State  Department  of  Agriculture,  or  seek  the  financing 
necessary  to  adequately  administer  the  program  if  the  determination 
is  that  the  board  should  retain  the  function. 

8.  Determine  the  necessity  of  the  provisions  of  Chapter  3,  Title  27, 
R.C.M.  1947,  in  view  of  the  activity  of  other  state  and  federal 
agencies. 

9.  Seek  legislation  to  repeal  or  transfer  the  duties  associated  with 
Chapter  3,  Title  27,  R.C.M.  1947,  to  other  state  agencies  currently 
having  jurisdiction  in  similar  areas  or  seek  the  financing  necessary 
to  adequately  administer  the  program  if  the  determination  is  that 
the  board  should  retain  the  function. 

10.  Perform  a  study  to  determine  what  business  establishments  are  covered 
by  the  Unfair  Practices  Act  and  are  not  licensed  by  the  board. 

11.  Determine  a  more  realistic  basis  for  financing  administration  of  the 
Unfair  Practices  Act  and  the  most  suitable  method  of  collecting  fees. 

12.  Seek  the  necessary  legislation  to  implement  the  revised  program 
developed  to  adequately  administer  the  Unfair  Practices  Act . 

DEPARTMENT  OF  INSTITUTIONS.  REIMBURSEMENTS  PROGRAM 

1.  Coordinate  staffing  and  other  needs  with  the  State  Department  of 
Social  and  Rehabilitation  Services  and  provide  for  procedures  to 
eliminate  the  program  backlog  and  to  collect  medicaid  revenue  on 
a  timely  basis. 

2.  Revise  the  accounting  system  to  provide  the  information  needed  to 
apply  for  available  reimbursement  of  psychiatric  and  medical  service 
costs  at  Warm  Springs  State  Hospital,  and  apply  for  such  reimbursement, 

3.  Fix  responsibilities  for  overseeing  reimbursement  billings  to  and 
collections  from  private  insurance  companies. 

4.  Establish  procedures  to  determine  patients'  insurance  coverage  and 
to  carry  out  the  responsibilities  of  billing  and  collecting  private 
insurance  company  benefits. 

5.  Establish  and  follow  objective  standards  and  guidelines  in  making 
assessment  determinations,  and  document  the  basis  for  each  deter- 
mination In  the  case  file. 
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6.  Establish  procedures  to  insure  a  timely  assessment  of  per  diem 
charges. 

7.  Establish  regular  and  timely  reevaluation  of  assessments  as  an 
integral  operating  procedure. 

8.  Incorporate  procedures  to  followup  on  a  regular  and  systematic 
basis  on  unreceived  financial  data. 

9.  Consider  different  reimbursement  rates  for  different  levels  of 
care  at  multipurpose  institutions. 

10.  Segregate  the  duties  associated  with  billing  and  receipt  of  cash. 

11.  Require  that  revenues  be  listed  upon  receipt. 

12.  Provide  for  timely  deposits  of  cash  collections  to  the  state 
treasurer's  account  at  the  local  bank. 

13.  Provide  for  formal  reconciliations  of  revenue. 

14.  Account  for  receivable  balances  in  the  control  and  individual 
accounts . 

15.  Initiate  the  procedures  necessary  to  have  institution  reimbursement 
collections  accounted  for  by  source  of  the  payment  as  well  as  by 
individual  institution. 

16.  Establish  institutionwide  maximum  patient  account  balances  consistent 
with  regulations  of  other  governing  bodies. 

17.  Refrain  from  giving  other  programs  precedence  over  the  responsibility 
of  assessing  and  collecting  per  diem  payments. 

18.  Utilize  available  federal  participation  in  the  department's  programs. 
LIBRARY  COMMISSION 

1.  Consult  with  the  state  controller  to  insure  that  the  commission 
needs  are  considered  in  the  formulation  of  the  statewide  accounting 

system. 

2.  Institute  property  management  and  control  procedures  as  prescribed 
by  the  state  controller. 
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3.  Deposit  grants  for  commission  operations  in  the  Federal  and  Private 
Revenue  Fund  and  obtain  budgetary  authorization  prior  to  disbursement. 

4.  Initiate  a  transfer  of  $14,948  to  the  General  Fund  as  revenue  from 
the  commission's  federal  accounts. 

NORTHERN  MONTANA  COLLEGE 

1.  Convert  all  general  journal  and  general  ledger  bookkeeping  to  data 
processing. 

2.  Develop  a  system  for  transfer  and  disposal  of  old  records. 

3.  Delete  unnecessary  detail  from  financial  reports. 

4.  Utilize  the  state  central  investment  function  for  college  investments. 

5.  Establish  and  maintain  a  perpetual  inventory  of  fixed  assets. 

6.  The  State  Treasurer  notify  the  college  of  bond  sinking  fund  trans- 
actions on  a  timely  basis. 

7.  Maintain  timely  surveillance  over  other  sinking  funds. 

MONTANA  STATE  UNIVERSITY.  GRANT  FOR  DEVELOPMENT  OF  UNIFORM  ACCOUNTING 
SYSTEMS  FOR  CITIES  AND  TOWNS  IN  MONTANA 

1.  Examine  the  conditions  and  circumstances  under  which  the  federal 
Title  I  grant  was  made  for  the  cities  and  towns  project  to  determine 
whether  any  administrative  action  is  appropriate. 

2.  Redirect  the  federal  Title  I  grant  for  the  development  of  a  uniform 
accounting  system  for  counties  to  the  Municipal  Regulation  Division 
of  the  State  Department  of  Intergovernmental  Relations. 

3.  Expand  the  scope  of  the  fiscal  audits  of  Title  I  grant  projects  to 
include  verification  of  project  accomplishments  and  determination 
of  project  success  or  failure. 

DEPARTMENT  OF  HIGHWAYS 

1.  Obtain  appraisals  of  excess  land. 

2.  Implement  required  statutory  procedures  for  licensing  of  junk 
yards  and  observe  financial  district  law. 


-31- 


APPENDIX  D  (Continued) 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

SUMMARY  OF  MAJOR  RECOMMENDATIONS 

MADE  DURING  1971  AND  1972 


3.  Evaluate  fairness  of  cost  allocations  to  statewide  motor  pool. 

4.  Make  contract  modifications  on  a  current  basis. 

5.  Complete  conversion  of  equipment  records  to  data  processing. 

6.  Seek  amendment  to  motor  pool  statutes  to  provide  for  transfer  of 
motorized  equipment  to  the  motor  pool  on  a  working  capital  advance 
basis. 

7.  Recognize  as  a  liability  motor  pool  working  capital  advanced. 

8.  Determine  practicality  of  present  financial  district  law,  and 
if  necessary,  seek  any  needed  legislation. 

9.  Maintain  and  reconcile  receivable  accounts  on  a  timely  basis. 

OFFICE  OF  THE  COORDINATOR  OF  INDIAN  AFFAIRS 

1.   The  state  controller  review  and  amend  existing  instructions  relating 
to  the  preparation  of  travel  claims,  evaluate  the  adequacy  of  travel 
claims  on  an  agency  by  agency  basis,  and  give  more  pre-audit  attention 
to  those  agencies  tending  to  have  problems  in  presenting  for  payment 
properly  completed  and  accurate  travel  claims. 

BOARD  OF  CRIME  CONTROL 

1.  Update  inventory  of  fixed  assets. 

2.  Take  corrective  action  on  specific  grants. 

3.  Hire  a  field  auditor  and  conduct  field  audits  of  subgrantees. 

4.  Expand  use  of  state  data  processing  facilities  for  recordkeeping. 
WATER  RESOURCES  BOARD 

1.  Reallocate  the  cost  of  acquiring  the  revenue  bonds  in  1951  on  the 
basis  of  debt  outstanding  at  that  time  and  adjust  the  project  cost 
records  accordingly. 

2.  Record  non-project  costs,  such  as  operation  and  maintenance  expenses, 
in  accounts  which  are  separate  from  project  cost  accounts. 
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3.  Analyze  each  active  project  to  identify  the  measures  necessary  to 
increase  project  revenue. 

4.  Implement  measures  to  increase  project  revenue,  including  measures 
which  will: 

a.  Develop  new  users  of  project  water. 

b.  Insure  that  users  of  project  water  pay  for  the 
water  which  they  receive. 

5.  Formulate  effective  standard  procedures  to  be  followed  in  determining 
the  financial  feasibility  of  contemplated  projects  in  accordance  with 
Section  89-105,  R.C.M.  1947. 

6.  Reevaluate  each  of  the  seven  operable  projects  which  are  presently 
classified  as  inactive  to  determine  whether : 

a.  Some  users  are  deriving  benefits  from  the  project 
without  remuneration. 

b.  Project  benefits  could  be  increased  by  restoring 
the  project  to  full  operating  capability. 

c.  Restoration  of  the  project  is  warranted  in  terms 
of  costs  and  benefits. 

7.  Formulate  a  critique  of  each  project  under  the  board's  jurisdiction. 

8.  Resolve  the  status  of  each  project  as  dictated  by  each  critique  by 
either  abandoning  or  repairing  the  various  projects. 

9.  Establish  operation  and  maintenance  charges  which  are  sufficient  to: 

a.  Reimburse  the  state  for  past  recoverable  expenditures. 

b.  Finance  future  operation  and  maintenance. 

c.  Accumulate  a  reserve  for  contingencies. 

10.  Take  necessary  action  to  determine  that  project  water  delivered  to 
users  is  accurately  measured  and  that  measurements  are  compared  with 
payments  made  by  water  users. 

11.  Establish  repayment  agreements  on  the  basis  of  total  actual  costs 
Incurred  by  the  board. 

12.  Seek  legislation  to  delete  the  statutes  relating  to  the  board's 
Earmarked  Revenue  Fund  account,  deposit  to  the  General  Fund  project 
revenues  and  other  revenues  generated  from  the  expenditure  of  general 
fund  moneys,  and  finance  board  operations  from  the  General  Fund. 
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13.  Retain  in  the  state  treasury  state  moneys  to  be  used  for  repairing 
or  renovating  board  projects,  request  contract  bids  and  awards 
through  established  procedures,  and  process  claims  for  payment 
through  established  state  procedures. 

14.  The  state  controller  consult  with  the  Attorney  General  to  establish 
the  intent  of  Section  82-1135,  R.C.M.  1947,  and  prescribe  reasonable 
fee  limitations  for  future  cost-reimbursable  contracts  entered  into 
by  state  agencies. 

COUNCIL  ON  NATURAL  RESOURCES  AND  DEVELOPMENT 

1.  Request  an  opinion  from  the  Attorney  General  prior  to  utilizing  in 
the  future  the  method  used  to  establish  spending  authority  for  the 
council. 

2.  Require  the  coordinator  to  maintain  a  written  record  of  his  time 
and  activities  on  state  business. 

3.  Require  the  coordinator  to  maintain  a  written  record  to  demonstrate 
the  purpose  of  his  travel  on  state  business,  who  he  meets  with  on 
the  trips,  and  what  is  accomplished  by  the  travel. 

REAL  ESTATE  COMMISSION 

1.  Insure  that  all  activities  under  the  commission's  control  are  properly 
included  in  the  state  accounting  system.  j 

2.  Deposit  all  moneys  collected  as  a  result  of  commission  activities  in 
the  state  treasury. 

3.  Implement  the  property  control  procedures  prescribed  in  state  controller 
Management  Memo  70-17. 

4.  Include  in  future  budget  requests  all  expenses  necessary  to  perform 
the  duties  associated  with  commission  activities. 

5.  Identify,  in  annual  reports,  those  amounts  expended  for  outside 
professional  lobbyists. 

6.  Transfer  the  present  balance  in  the  foundation  account  to  the 
commission  account  in  the  Earmarked  Revenue  Fund  and  deposit 
future  receipts  in  that  account. 
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7.  Establish  accountability  and  control  over  the  correspondence 
course  by  transferring  the  present  balance  to  the  commission 
account  in  the  Earmarked  Revenue  Fund  and  depositing  future 
receipts  in  that  account. 

8.  Assign  the  duties  associated  with  the  correspondence  course  to 
a  qualified  individual  within  the  state. 

BOARD  OF  NURSING 

1.  Separate  the  duties  of  employees  to  improve  internal  control. 

2.  Deposit  cash  receipts  on  a  more  timely  basis. 

3.  Implement  property  control  procedures  prescribed  in  state  controller's 
Management  Memo  No.  70-17. 

4.  Formulate  a  policy  and  arrangement  with  the  university  whereby  board 
members  do  not  receive  dual  compensation  for  the  same  time  period. 

5.  Complete  and  preaudit  travel  claims  to  verify  they  are  submitted 
for  payment  on  an  accurate  and  consistent  basis. 

6.  Initiate  the  steps  necessary  to  utilize  the  state's  data  processing 
services  to  the  most  practical  extent. 

7.  Establish  accounting  control  within  the  state  treasury  for  receipts 
and  expenditures  associated  with  the  Education  Conference. 

HORSE  RACING  COMMISSION 

1.  Consult  with  the  State  Treasurer  to  ascertain  the  procedures 
necessary  to  deposit  receipts  in  outlying  banks. 

2.  Identify  personnel  who  should  be  classified  as  employees  and  pay 
them  through  the  central  payroll  system. 

3.  Adopt  and  approve  written  contracts  or  agreements  for  all  individuals 
other  than  employees  engaged  by  the  commission. 

4.  Identify  equipment  separately  and  implement  the  property  control 
procedures  prescribed  by  Management  Memo  No.  70-17. 

5.  Implement  procedures  to  require  the  filing  of  applications  and 
issuance  of  annual  licenses  prior  to  the  start  of  the  racing 
season. 


-35- 


APPENDIX  D  (Continued) 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

SUMMARY  OF  MAJOR  RECOMMENDATIONS 

MADE  DURING  1971  AND  1972 


6.  Require  sponsoring  organizations  to  submit  a  control  list  of  all 
personnel  hired,  together  with  license  applications  and  fees  prior 
to  racing  meets. 

7 .  Obtain  an  opinion  from  the  Attorney  General  to  determine  whether 
Title  67,  Chapter  22,  R.C.M.  1947,  applies  to  unclaimed  tickets 
and  implement  procedures  to  comply  with  the  statute  requirements. 

8.  Establish  a  policy  requiring  sponsoring  organizations  to  obtain 
faithful  performance  bonds  on  those  employees  who  handle  money. 

9.  Establish  written  standards  for  totalizer  and  pari-mutuel  operations. 

10.  Assure  that  a  qualified  independent  accountant  is  retained  by  racing 
organizations . 

BOARD  OF  MEDICAL  DOCTORS 

1.  Initiate  a  program  of  routine  periodic  examinations  of  hospital 
staff  and  licensee  records  for  the  purpose  of  meeting  the  requirement 
of  Section  66-1016,  R.C.M.  1947. 

Consider  the  advisability  of  seeking  legislation  necessary  to 
require  that  all  disciplinary  actions  taken  against  licensees 
by  the  various  constituent  groups  of  organized  medicine  be 
transmitted  to  the  board  so  the  board  can: 

2.  (a)  Enter  all  disciplinary  actions  taken  by  the  constituent 

groups  of  organized  medicine  in  the  licensee  files  main- 
tained by  the  board. 

3.  (b)  Evaluate  all  disciplinary  actions  taken  by  constituent 

groups  of  organized  medicine  to  determine  whether  a 
violation  of  the  Medical  Practice  Act  has  occurred. 

4.  (c)  Take  disciplinary  action  where  appropriate  to  protect 

the  public  interest. 

5.  Consider  the  advisability  of  seeking  the  amendatory  legislation 
necessary  to  require  that  one  or  more  members  of  the  board  be 
appointed  from  the  public  at  large. 

6.  Consider  the  advisability  of  seeking  and  supporting  legislation 
to  authorize  and  control  the  use  of  physician  assistants. 
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7.  Establish  an  investigative  staff  to  perform  investigations  for 
the  26  licensing  boards. 

8.  Establish  a  standard  system  of  procedures  and  documentation  for 
the  receipt,  investigation,  and  resolution  of  complaints  relative 
to  licensing  boards  or  licensees. 

DEPARTMENT  OF  REVENUE 

1.  Prepare  annual  financial  statements  that  will  present  the  financial 
condition  of  the  state  funds  and  accounts  for  which  the  department 
has  responsibility  and  the  operations  of  the  department  for  the  year. 

2.  Provide  for  a  professional  accountant  whose  duties  would  be  separate 
and  distinct  from  that  of  the  cashier,  to  supervise  and  coordinate 
the  department's  accounting  system. 

3.  Emphasize  the  development  of  more  and  better  management  information 
from  the  department's  financial  data. 

4.  Take  a  complete  inventory  of  all  amounts  known  to  be  due  the  depart- 
ment, establish  general  ledger  accounts  for  accounts  receivable, 
record  the  amount  due,  make  monthly  postings  of  all  additions  and 
deductions,  and  periodically  reconcile  the  accounts  receivable 
control  and  detail  accounts. 

5.  Establish  procedures  to  record  security  deposits  in  the  general 
ledger  on  a  monthly  basis  and  reconcile  the  general  ledger  control 
with  the  subsidiary  records  each  month. 

6.  Establish  procedures  to  record  equipment  additions  and  deletions 
on  a  current  basis. 

Work  with  the  Oil  and  Gas  Conservation  Division  in  order  to: 

7.  (a)  Establish  detail  written  instructions  as  to  the  preparation 

of  the  quarterly  oil  production  license  tax  report,  verify 
the  calculations  when  the  returns  are  filed,  and  charge  or 
give  credit  for  miscalculations. 

8.  (b)  Update  the  department's  classification  system  as  to  oil 

fields  to  be  on  the  same  basis  as  that  of  the  division. 

9.  (c)  Establish  a  procedure  for  verification  of  the  reported 

average  price  per  barrel  used  in  calculating  the  oil 
production  license  tax. 
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10.  Provide  for  an  adequate  field  audit  program  for  the  miscellaneous 
revenue  classifications. 

11.  Establish  a  field  audit  and  post-refund  audit  program  for  state 
income  taxes. 

12.  Establish  a  system  of  comparing  income  tax  withholding  statements 
submitted  with  tax  returns  and  those  submitted  by  employers. 

13.  Implement  a  program  to  compare  current  year  returns  with  previous 
year  returns. 

14.  Strengthen  the  controls  established  over  exceptions  noted  in 
comparing  state  and  federal  filings  by  following  up  on  the  ex- 
ceptions and  recording  the  disposition  of  all  exceptions. 

15.  Reconcile  data  processing  totals  for  income  tax  collections 
to  the  cashier's  totals  by  taxable  year  and  reconciliations 
of  these  totals  be  made  on  a  periodic  basis. 

16.  Consider  further  the  incorporation  of  a  "total  accounts  receivable 
function"  into  the  department's  accounting  system  with  maximum 
utilization  of  electronic  data  processing. 

17.  Expand  field  audits  of  corporations  doing  business  in  the  state. 

18.  Reevaluate,  in  terms  of  current  needs,  those  problems  needing 
legislation  to  correct,  that  were  discussed  in  our  1969  supple- 
mental audit  report  and,  if  the  need  still  warrants,  request 
enactment  of  the  needed  legislation  by  the  1973  Legislative 
Assembly. 

LIQUOR  DIVISION 

1.  The  board  immediately  delegate  its  authority  to  hire  and  discharge 
all  agency  personnel,  including  the  administrator  and  assistant 
administrator,  to  the  Department  of  Revenue. 

2.  Action  be  initiated  to  reorganize  the  liquor  operations  into  a 
more  functional  and  realistic  structure  establishing  a  formal 
system  of  supervision  and  control. 

3.  Discontinue  use  of  daily  sales  reports,  spread  sheets,  and  perpetual 
inventory  records  currently  in  use  in  state  liquor  stores. 
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4.  Adopt  the  retail  inventory  method  of  valuing  merchandise  in  state 
stores  and  apply  the  "forced  sale"  technique  of  determining  mer- 
chandise sales. 

5.  Make  a  thorough  review  of  its  existing  store  locations  with  the 
objective  of  closing  those  stores  whose  functions  could  be  effectively 
combined  with  nearby  stores. 

6.  Reevaluate  its  policy  of  classifying  only  those  stores  with  less  than 
$25,000  annual  sales  volume  as  "commission"  stores. 

7.  Establish  standards  relating  the  number  and  total  cost  of  store 
personnel  to  the  activity  levels  of  the  various  stores. 

8.  The  store  audit  function  be  formalized  to  include  written  procedures 
for  the  auditors  to  perform,  procedural  training  for  the  auditors  and  a 
uniform  system  of  reporting,  review  and  followup. 

9.  Establish  a  listing  policy  setting  forth  the  criteria  to  be  used  in 
evaluating  listing  requests,  establishing  maximum  limits  for  listings 
within  appropriate  merchandise  classifications,  and  providing  for 
periodic  review  of  product  mix  by  the  board. 

10.  Delegate  the  listing  function  to  the  administrator  and  agency  staff 
to  be  performed  within  the  guidelines  established  by  the  board. 

11.  Put  adopted  sales  quotas  into  effect  immediately  and  authorize  the 
staff  to  make  appropriate  delistings  based  on  those  quotas. 

12.  The  board  have  its  data  processing  needs  reevaluated  by  the  Department 
of  Revenue  systems  analyst  and  that  the  discontinuance  of  the  use  of 
the  daily  sales  reports  in  state  liquor  stores  and  an  improved  and 
expanded  inventory  management  program  be  considered  in  this  reevalua- 
tion. 

13.  Make  a  thorough  evaluation  of  the  inspection  function  and  either 
discontinue  the  program  or  reorganize  it  into  a  more  efficient  and 
realistic  structure. 

14.  Establish  objective  criteria  by  which  to  evaluate  applications  for 
licenses  and  document  its  reasons  for  approving  one  application 
over  another. 

15.  Make  a  complete  physical  inventory  of  all  board  fixed  assets  and 
assign  identification  numbers  and  tags  to  those  assets  which  do 
not  already  have  them. 
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16.  Adjust  the  accounting  records  to  agree  with  the  physical  inventory 
documenting  and  obtaining  proper  approvals  of  any  writeoffs  required. 

17.  Establish  written  procedures  for  the  handling  of  cash  in  state  stores 
and  those  procedures  require  deposit  or  remittance  of  all  cash  except 
the  amount  of  the  change  fund. 

DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

1.  Establish  data  processing  procedures  to  merge  recipient  data  with 
income  information  from  other  sources  and  verify  eligibility 
determinations  on  a  continuing  and  comprehensive  basis. 

2.  Institute  training  in  field  investigation  and  review  techniques 
for  quality  control  technicians,  and  establish  work  standards 
and  performance  guidelines. 

3.  Establish  a  policy  of  automatic  notification  of  suspension  and 
removal  of  recipients  who  submit  erroneous,  misleading,  or  incom- 
plete eligibility  information. 

4.  Create  a  special  staff  unit  to  undertake  investigations,  resolution, 
prosecution,  and  recovery  in  those  cases  where  ineligible  or  over- 
payments have  been  made. 

5.  Prepare  and  submit  reports  to  the  Legislative  Assembly  on  the  results 
of  eligibility  verification  procedures,  weaknesses  in  the  public 
assistance  programs,  and  needed  corrective  legislation. 

6.  Establish  procedures  to  insure  that  regulations  concerning  registra- 
tion of  public  assistance  recipients  with  the  State  Employment 
Security  Division  are  properly  administered. 

7.  Require  that  utilization  reviews  be  performed  for  nursing  home 
services  in  the  frequence  provided  for  by  state  and  federal 
regulations. 

8.  Require  the  presence  of  physicians  on  all  utilization  reviews  of 
nursing  homes. 

9.  Provide  procedures  for  the  department's  medical  consultant  to  review 
the  level  of  care  assigned  to  recipients  upon  their  entering  nursing 
homes. 
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10.  Establish  a  review  procedure  to  identify  and  disallow  supplemental 
nursing  home  charges. 

11.  Institute  measures  to  bring  all  audits  of  hospital  reimbursement 
rates  up  to  date. 

12.  Perform  direct  evaluations  on  test  basis  of  hospital  audit  services 
provided  by  the  medical  service  organization. 

13.  Institute  procedures  to  insure  the  timely  collection  of  overpayments 
to  hospital  vendors. 

14.  Implement,  in  conjunction  with  DREW,  a  program  for  utilization 
review  of  services  provided  by  hospital  and  medical  services 
vendors  in  accordance  with  requirements  of  the  State  Plan. 

15.  Devise  and  implement  an  effective  dental  service  utilization 
review  program. 

16.  Establish  criteria  for  determination  of  recipients'  eligibility 
for  medical  services  under  the  Medicare  Program  and  require  the 
medical  administrator  to  pay  medical  claims  under  the  Medicaid 
Program  only  when  such  other  resources  have  been  exhausted . 

17.  Establish  acceptable  standards  to  define  drugs  requiring  prescrip- 
tions and  which  therefore  will  be  paid  through  the  drug  program. 

18.  Adopt  the  cost  plus  professional  fee  or  usual  price  if  less  method 
of  paying  for  drugs. 

19.  Require  information  concerning  the  existence  of  private  health 
insurance  and  potential  third  party  liability  to  be  forwarded 
to  the  department  by  the  county  offices. 

20.  Establish  an  organizational  unit  to  specialize  in  evaluating  and 
pursuing  potential  third  party  liability  sources  for  payment  of 
medical  assistance. 

21.  Establish  a  method  whereby  medical  vendors  can  verify  recipient 
eligibility  before  providing  services  to  recipients. 

22.  Establish  a  system  to  verify  the  receipt  of  medical  services  by 
recipients  as  required  by  federal  regulations. 

23.  Include  a  clause  providing  access  to  vendors'  records  by  appropriate 
officials  in  all  contracts  and  forms  upon  which  services  and  supplies 
are  procured. 
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24.  Consider  requiring  token  payments  by  recipients  for  each  time  a 
medical  service  is  provided  under  the  Medical  Assistance  Program. 

25.  Insure  that  the  medical  administrator  has  effective  procedures 
to  oversee  and  evaluate  medical  vendors'  utilization. 

26.  Require  the  department's  medical  administrator  to: 

1.  Establish  a  formal  process  to  evaluate  the  impact  of 
deficiencies  and  problems  identified  in  one  program 
on  the  other  programs  handled  by  the  administrator. 

2.  Notify  agencies  responsible  for  other  programs  of 
the  probable  effect  of  deficiencies  and  problems 
identified  in  one  program. 

27.  Conduct  a  feasibility  study  of  the  cost  of  services  provided  by  the 
medical  administrator  to  determine  if  these  services  could  be  more 
economically  and  effectively  provided  by  the  department  directly, 
in  cooperation  with  the  State  Department  of  Administration. 

28.  Require  planning  efforts  to  insure  that  the  department  receives 
all  moneys  available  from  the  Federal  Government. 

29.  Establish  a  trained  staff  organization  to  specialize  in  the  followup 
and  resolution  of  those  relative  responsibility  and  AFDC  cases  where 
relative  and  parental  financial  support  is  absent. 

30.  Make  investigations  as  necessary  to  determine  the  liability  of  those 
responsible  for  financial  support  under  the  law. 

31.  Levy  financial  assessments  based  on  the  relative  contribution  scale 

as  provided  in  the  law  and  establish  the  liability  of  such  responsible 
relatives. 

32.  Initiate  legal  action,  when  necessary,  as  provided  by  law,  to  enforce 
the  relative  responsibility  and  non-support  provisions. 

33.  Develop  an  information  system  to  document  the  recovery  efforts  and 
disposition  of  such  efforts. 

34.  Review  the  present  statutory  relative  contribution  scale,  determine 
the  need  for  updating  the  scale,  and  request  legislation  for  any 

needed  changes . 

35.  Establish  an  organizational  unit  composed  of  a  full-time  staff  to 
specialize  in  overseeing  and  managing  the  activities  of  the  depart- 
ment and  counties  with  respect  to  public  assistance  liens. 
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36.  Establish  a  system  to  monitor,  analyze,  and  compare  the  policies 
and  practices  of  counties  involved  in  requesting  state  grants-in- 
aid  to  determine  the  reasons  for  the  need  for  the  grants  so  that 
consideration  can  be  given  to  alleviating  the  causes,  including 
requests  for  legislation  if  needed. 

37.  Determine  that  costs  of  operating  county  public  assistance  facili- 
ties are  reasonable  and  instruct  counties  requesting  state  grants- 
in-aid  which  operate  public  assistance  facilities  to  charge  rates 
which  are  commensurate  with  costs. 

38.  Modify  the  State  Plan  for  Medical  Assistance  to  allow  county  medical 
assistance  costs,  in  excess  of  state  limitations,  to  be  eligible  for 
federal  matching  participation. 

39.  Establish  a  procedure  to  allow  counties  credit  for  general  assistance 
payments  made  to  recipients  adjudged  eligible  for  categorical  aid  and 
eliminate  duplicate  payments  to  recipients. 

40.  Deposit  all  cash  receipts  in  the  state  treasury. 

41.  Consult  with  the  State  Department  of  Administration  as  to  the  necessary 
procedures  to  revise  the  department's  disbursement  function  to  provide 
for  disbursements  through  the  state  claim/warrant  system. 

42.  Make  deposits  of  all  collections  intact  on  a  timely  basis  and  imple- 
ment the  other  procedures  as  outlined  in  Management  Memo  72-2. 

43.  Establish  effective  control  over  amounts  due  to  and  owed  by  the 
department  by  recording  the  transactions  as  they  occur  in  the 
general  ledger  and  appropriate  subsidiary  accounts. 

44.  Implement  the  property  control  procedures  prescribed  in  Management 
Memo  No.  70-17. 

45.  Require  all  consultants  to  include  with  their  monthly  billings 
reports  of  their  time  spent  on  department  business  and  the  areas 
wherein  their  services  were  provided . 

46.  Employ  full-time  attorney (s)  to  handle  legal  matters  of  the  department. 

47.  Establish  an  employee  time  reporting  system,  including  a  standardized 
time  report. 

48.  The  Office  of  the  State  Auditor  revise  the  computer  payroll  program 
to  provide  for  computer  calculations  of  earnings  and  deductions  for 
the  payroll  of  all  state  employees. 
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TITLE  79,  CHAPTER  23,  R.C.M.  1947 

Section  1.   Title  and  purpose  of  act.   This  act  may  be  cited  as  "The 
Legislative  Audit  Act."  Because  the  legislative  assembly  is  responsible 
for  authorizing  the  expenditure  of  public  moneys,  designating  the  sources 
from  which  moneys  may  be  collected,  shaping  the  administration  to  perform 
the  work  of  state  government,  and  is  held  finally  accountable  for  fiscal 
policy,  the  legislative  assembly  should  also  be  responsible  for  the  audit 
of  fiscal  accounts  and  records  so  that  it  may  be  assured  that  its  directives 
have  been  faithfully  carried  out.   It  is  the  intent  of  this  act  that  each 
agency  of  state  government  be  audited  for  the  purpose  of  furnishing  the 
legislative  assembly  with  factual  information  vital  to  the  discharge  of 
its  legislative  duties. 

Section  2.   Definitions.   In  this  Act 

(1)  "State  Agency"  means  all  offices,  departments,  boards,  commissions, 
institutions,  universities,  colleges,  and  any  other  person  or  any  other 
administrative  unit  of  state  government  that  spends  or  encumbers  public 
moneys  by  virtue  of  an  appropriation  from  the  legislative  assembly,  or 

that  handles  money  on  behalf  of  the  state,  or  that  holds  any  trust  or 
agency  moneys  from  any  source. 

(2)  "Committee"  means  the  legislative  audit  committee. 

Section  3.   Legislative  audit  committee — appointment  and  term  of 
members — officers.   The  legislative  audit  committee  consists  of  four  (4) 
members  of  the  Senate  and  four  (4)  members  of  the  House  of  Representatives 
appointed  before  the  sixtieth  legislative  day  in  the  same  manner  as  stand- 
ing committees  of  the  respective  houses  are  appointed.   A  vacancy  on  the 
committee  occurring  when  the  legislative  assembly  is  not  in  session  shall 
be  filled  by  the  selection  of  a  member  of  the  legislative  assembly  by  the 
remaining  members  of  the  committee.  No  more  than  two  (2)  of  the  appointees 
of  each  house  shall  be  members  of  the  same  political  party.  Membership  on 
the  committee  shall  terminate  with  the  termination  of  each  member's  term 
of  office,  or  on  December  31  of  the  year  following  the  year  in  which  the 
appointment  was  made,  whichever  event  first  occurs.   The  committee  shall 
elect  one  of  its  members  as  chairman  and  such  other  officers  as  it  deems 
necessary. 

Section  4.  Meetings.   The  committee  shall  meet  once  each  quarter  to 
advise  and  consult  with  the  legislative  auditor.   Committee  members  shall 
be  reimbursed  from  the  appropriation  to  the  office  of  the  legislative 
auditor  for  their  actual  and  necessary  expenses  incurred  as  a  result  of 
such  interim  meetings. 
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Section  5.  Appointment  and  qualifications  of  legislative  auditor. 
The  committee  shall  appoint  the  legislative  auditor  and  set  his  salary. 
The  legislative  auditor  shall  hold  a  degree  from  an  accredited  college 
or  university  with  a  major  in  accounting  or  an  allied  field  and  shall 
have  at  least  two  (2)  years  experience  in  the  field  of  governmental 
accounting  and  auditing. 

Section  6.  Appointment  of  employees.  The  legislative  auditor  may 
appoint  whatever  employees  are  necessary  to  carry  out  the  provisions  of 
this  act,  within  the  limitations  of  legislative  appropriations. 

Section  7.   Term  and  removal  of  legislative  auditor.   The  legislative 
auditor  is  solely  responsible  to  the  legislative  assembly.  He  shall  hold 
office  for  a  term  of  two  (2)  years  beginning  with  July  1  of  each  odd  num- 
bered year.   The  committee  may  remove  him  for  misfeasance,  malfeasance 
or  nonfeasance  in  office  at  any  time  after  notice  and  hearing. 

Section  8.   Duties  of  legislative  auditor.   The  legislative  auditor 
shall 

(1)  Audit  the  financial  affairs  and  transactions  of  every  state  agency 
at  least  once  each  biennium. 

(2)  Make  a  full,  complete  and  written  report  of  each  audit.   A  copy  of 
each  report  shall  be  furnished  to  the  state  controller,  to  the  state  agency 
which  is  audited,  to  each  member  of  the  committee,  and  to  the  legislative 
council. 

(3)  Report  immediately  in  writing  to  the  attorney  general  any  apparent 
violation  of  penal  statutes  disclosed  by  the  audit  of  a  state  agency,  and 
furnish  the  attorney  general  all  information  in  his  possession  relative  to 
the  violation. 

(4)  Report  immediately  in  writing  to  the  governor  of  any  instances  of 
misfeasance,  malfeasance  or  nonfeasance  by  a  state  officer  or  employee 
disclosed  by  the  audit  of  a  state  agency. 

(5)  Report  immediately  to  the  surety  upon  the  bond  of  any  official  or 
employee  when  an  audit  discloses  a  shortage  in  the  accounts  of  the  official 
or  employee.   The  failure  to  notify  the  surety  does  not  release  the  surety 
from  any  obligation  under  the  bond. 

(6)  Report  to  the  legislative  assembly  during  the  first  week  of  each 
regular  session.  Each  biennial  report  shall  contain,  among  other  things, 
copies  of,  or  summaries  of  audit  reports  on  state  agencies  and  any  recom- 
mendations relating  to  such  reports. 

Section  9.   Audit  standards  and  objectives.   The  objectives  of  audits 
of  state  agencies  conducted  by  the  legislative  auditor  are  to  determine 
whether 
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(1)  The  agency  is  carrying  out  only  those  activities  or  programs 
authorized  by  the  legislative  assembly  and  is  conducting  them  efficiently 
and  effectively. 

(2)  Expenditures  are  made  only  in  furtherance  of  authorized  activities 
and  in  accordance  with  the  requirements  of  applicable  laws  and  regulations. 

(3)  The  agency  collects  and  accounts  properly  for  all  revenues  and 
receipts  arising  from  its  activities. 

(4)  The  assets  of  the  agency  or  in  its  custody  are  adequately  safe- 
guarded and  controlled  and  utilized  in  an  efficient  manner. 

(5)  Reports  and  financial  statements  by  the  agency  to  the  governor, 
the  legislative  assembly,  and  central  control  agencies  disclose  fully  tl» 
nature  and  scope  of  the  activities  conducted,  and  provide  a  proper  basis 
for  evaluating  the  agency's  operations. 

Section  10.   Recommendations  of  legislative  auditor.   The  reports  of 
the  legislative  auditor  may  include  comments,  recommendations  and  sugges- 
tions, but  he  shall  have  no  power  to  enforce  them  nor  shall  he  otherwise 
influence  or  direct  executive  or  legislative  action. 

Section  11.   Legislative  auditor  to  assist  legislative  assembly  during 
sessions.   During  sessions  of  the  legislative  assembly,  the  legislative 
auditor  and  his  staff,  when  requested,  shall  assist  the  legislatiye  assem- 
bly, its  committees,  and  its  members  by  gathering  and  analyzing  information 
relating  to  the  fiscal  affairs  of  state  government. 

Section  12.   Information  from  state  agencies.   All  state  agencies 
shall  aid  and  assist  the  legislative  auditor  in  the  auditing  of  books, 
accounts  and  records.   The  legislative  auditor  may  examine  at  any  time 
the  books,  accounts  and  records,  confidential  or  otherwise,  of  a  state 
agency;  however,  this  shall  not  be  construed  as  authorizing  the  publica- 
tion of  information  which  the  law  prohibits  publishing.   The  head  of  each 
state  agency  shall  immediately  notify  the  legislative  auditor  in  writing 
upon  the  discovery  of  any  larceny,  or  embezzlement,  actual  or  suspected 
involving  state  moneys  or  property  under  his  control  or  for  which  he  is 
responsible. 
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RULES  OF  THE 
LEGISLATIVE  AUDIT  COMMITTEE 

(1)  Purpose.  The  purpose  of  these  rules  is  to  form  a  basis  for  the 
operations  of  the  Legislative  Audit  Committee  and  to  inform  the  members 
of  the  Legislative  Assembly  of  the  Audit  Committee's  procedure  in  order 
that  they  may  assist  by  their  suggestions  and  resolutions,  and  by  studying 
problems  that  may  come  before  the  Legislative  Assembly. 

(2)  Parliamentary  Procedure.   Except  as  otherwise  specified  by  these 
rules,  the  proceedings  of  the  Legislative  Audit  Committee  shall  be  governed 
by  the  Joint  Rules  of  the  House  and  Senate  of  the  Legislative  Assembly,  so 
far  as  they  are. applicable,  together  with  Mason's  Manual  of  Legislative 
Procedure. 

(3)  Officers.   The  Legislative  Audit  Committee  shall  elect,  from  its 
membership,  a  chairman,  a  vice  chairman,  and  a  secretary  who  shall  serve 
during  the  legislative  interim  for  which  they  are  elected.  Upon  the  election 
of  the  chairman,  the  vice  chairman  shall  be  elected  from  the  other  legis- 
lative body.  The  Legislative  Auditor  shall  assist  the  secretary  of  the 
Audit  Committee. 

(4)  Location.   The  Legislative  Audit  Committee  shall  maintain  offices 

in  the  State  Capitol,  and  all  regular  meetings  shall  be  held  at  such  offices, 
but  the  chairman  may  call  special  meetings  at  any  other  place. 

(5)  Meetings.   Regular  meetings  of  the  Legislative  Audit  Committee 
shall  be  held  at  the  call  of  the  chairman  but  shall  be  held  not  less  than 
once  each  quarter.   Upon  written  request  to  the  chairman  of  the  Legislative 
Audit  Committee  by  a  majority  of  the  members,  the  chairman  is  required  to 
call  a  special  meeting. 

(6)  Quorum.   Six  members  of  the  Legislative  Audit  Committee  shall 
constitute  a  quorum,  and  a  vote  of  six  members  on  the  prevailing  side  is 
required  to  carry  any  motion.  All  members  of  the  Committee  must  be  present 
to  organize  and  elect  officers. 

(7)  Special  Audits.   The  Legislative  Audit  Committee,  upon  motion  duly 
made  and  carried  at  any  regular  or  special  meeting  of  the  committee,  shall 
direct  the  Legislative  Auditor  to  make  any  special  audit  or  investigation 
and  to  take  such  action  thereon  as,  in  its  judgment,  is  proper  and  neces- 
sary to  carry  out  the  purpose  and  intent  of  Chapter  249,  Laws  of  1967, 
codified  as  Sections  79-2301  through  79-2313,  R.C.M.  1947. 

Any  member  of  the  Legislative  Assembly,  who  is  not  a  member  of  the 
Committee,  may,  by  written  request  filed  with  the  Legislative  Audit  Com- 
mittee at  least  six  (6)  days  prior  to  any  regular  or  special  meeting  of 
said  Committee,  request  a  special  audit  of  any  agency  of  the  state,  and 
upon  a  vote  of  six  or  more  members  of  the  Legislative  Audit  Committee 
approving  such  request,  the  Legislative  Auditor  shall  make  such  audit. 
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(8)  Assistance  to  Individual  Legislators.   The  Legislative  Auditor 
shall  furnish  routine  financial  information  on  any  state  agency  to  any 
member  of  the  Legislative  Assembly.   Other  than  routine  financial  informa- 
tion on  any  state  agency,  shall  be  furnished  with  the  approval  of  the 
Chairman  and  Vice-Chairman  of  the  Legislative  Audit  Committee. 

(9)  Roll  Call.   A  roll  call  shall  be  taken  upon  any  question  upon 
demand  of  members. 

(10)  Reports.   The  Legislative  Auditor  shall  forward  to  the  members 
of  the  Legislative  Audit  Committee  a  copy  of  all  audit  reports.   A  final 
audit  report  is  a  report  that  has  been  approved  by  the  Legislative  Audit 
Committee.  A  copy  of  any  final  audit  report  may  be  forwarded  to  any 
member  of  the  Legislative  Assembly  upon  request.   News  releases  shall 
not  be  made  to  the  press,  radio,  or  television  until  after  the  Committee 
has  officially  met  to  review  the  audit  report  of  the  state  agency  in 
question. 

(11)  Change  of  Rules.   These  rules  may  be  suspended  by  a  vote  of  six 
of  the  members  of  the  Committee.   Amendments  to  the  rules  may  be  made, 
after  six  days'  written  notice  of  intent  thereof,  together  with  a  copy 

of  the  proposed  change,  by  a  vote  of  six  members  of  the  Committee. 
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OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

STATEMENT  OF  CHANGES  IN  APPROPRIATION  BALANCE 

TWO  YEARS  ENDED  DECEMBER  31.  1972 


Calendar 
Year  Ended  December  31 
1971  1972 

Appropriation  Balance  at  Beginning  of  Year    $115,982         $135,911 

Appropriations  from  the  42nd  Legislative 
Assembly: 

1971-72  250,000 

1972-73  275,000 

Expenditures : 

Personal  Services  $202,826  $232,440 

Operating  Expenses  22,274  25,907 

Equipment  &  Books  1.405      226,505    2.180  260,527 

Reversion  3.566  3.763 

Appropriation  Balance  at  End  of  Year         $135.911         $146.621 
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